What is claimed is : 

1. A method of isolating risk in a financial transaction, comprising: 

allocating to a transaction pool a first credit having an obligation to make 
specified payments and a second credit having an obligation to make specified payments, each 
of the first credit and second credit being in a non-defau.t state when a respective obligation ,s 
met and being in a default state when a respective obligation is not met; 

associating a first semor holder and a firs, subordinate holder with the firs, credu 
using a) a respective firs, senior holder financial instrument through which payments from the 
first credit flow to the firs, senior holder and b) a respective firs, subordinate holder fmanctal 
mstrumen, through which payments from the firs, credit flow to the first subordma,e holder; 

associating a second senior holder and a second subordinate holder w„h the 
second credit using a) a respective second sentor holder financial —en, through whtch 
payments from the second credit flow to the second semor holder and b) a respective second 
subordinate holder financial tnstrument through whtch payments from the second credit flow 
to the second subordinate holder; 

structuring the first senior holder financial instrument and the firs, subordinate 
holder finance instiumen, to give priority to payments due the first senior holder prior to 
payments due the first subordinate holder in the event the first credit enters ,he default state; 

using payments from the second subordtnate holder financial instrument to 
perform the obHgation of the firs, credi, for ,he benefi, of ,he firs, sentor holder ,o me ex.ent 
that the firs, credi, enters the default state and payments due the firs, senior holder are no, 
available; and 

providing the second subordtnate holder the benefit of the obligation of the firs, 
cred,, to the extent ma, paymen,s due ,he second subordina,e holder were used to perform the 

obligation of the first credit. 

2 The method of claim 1 , further comprising: 

structuring the second senior holder financial instrument and the second 
subordinate holder finance instrument to gl ve priority to payments due the second semor 
holder prior to payments due the second subordmate holder in the event the second credxt 

enters the default state; 

using payments from the firs, subordinate holder financtal instrument to perform 
the obligation of the second credi. for the benefi. of the second sentor holder ,0 .he ex.en. ,ha, 
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the second credit enters the default state and payments due the second senior holder are not 
available; and 

providing the first subordinate holder the benefit of the obligation of the second 
credit to the extent that payments due the first subordinate holder were used to perform the 
obligation of the second credit. 

3. The method of claim 2, wherein at least one of the first senior holder financial 
instrument, the second senior holder financial instrument, the first subordinate holder financial 
instrument, the second subordinate holder financial instrument, the first credit, and the second 
credit includes a bond. 

4. The method of claim 3, wherein at least one of the first credit and second credit 
includes a credit of the type selected from a municipal credit, a tax-exempt hospital credit, an 
industrial credit, and a high-yield credit. 

5. The method of claim 4, wherein at least one of a) the step of providing the second 
subordinate holder the benefit of the obligation of the first credit to the extent that payments 
due the second subordinate holder were used to perform the obligation of the first credit is 
carried out through an assignment and b) the step of providing the first subordinate holder the 
benefit of the obligation of the second credit to the extent that payments due the first 
subordinate holder were used to perform the obligation of the second credit is carried out 
through an assignment. 

6. The method of claim 4, wherein at least one of a) the step of providing the second 
subordinate holder the benefit of the obligation of the first credit to the extent that payments 
due the second subordinate holder were used to perform the obligation of the first credit is 
carried out through a subrogation and b) the step of providing the first subordinate holder the 
benefit of the obligation of the second credit to the extent that payments due the first 
subordinate holder were used to perform the obligation of the second credit is carried out 
through a subrogation. 

7. The method of claim 4, wherein at least one of a) the step of providing the second 
subordinate holder the benefit of the obligation of the first credit to the extent that payments 
due the second subordinate holder were used to perform the obligation of the first credit is 
carried by providing a recovery value associated with first credit and b) the step of providing 
the first subordinate holder the benefit of the obligation of the second credit to the extent that 
payments due the first subordinate holder were used to perform the obligation of the second 
credit is carried out by providing a recovery value associated with second credit. 
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8. The method of claim 4, wherein at least one of a) the step of providing the second 
subordinate holder the benefit of the obligation of the first credit to the extent that payments 
due the second subordinate holder were used to perform the obligation of the first credit is 
carried by providing a liquidation value associated with first credit and b) the step of providing 
the first subordinate holder the benefit of the obligation of the second credit to the extent that 
payments due the first subordinate holder were used to perform the obligation of the second 
credit is carried out by providing a liquidation value associated with second credit. 

9. The method of claim 2, wherein at least one of a) the first senior financial 
instrument and the first subordinate financial instrument are included in a first master financial 
instrument and b) the second senior financial instrument and the second subordinate financial 
instrument are included in a second master financial instrument. 

10. The method of claim 9, wherein at least one of the first master financial 
instrument and the second master financial instrument form a series of bonds having a 
senior/subordinate structure. 

11. A method of isolating risk in a financial transaction, comprising: 

allocating to a transaction pool n credits, each of the credits having an obligation 
to make specified payments and each of the credits being in a non-default state when a 
respective obligation is met and being in a default state when a respective obligation is not 
met; 

associating a senior holder and a subordinate holder with each of the credits using 
a) a respective senior holder financial instrument through which payments from a respective 
credit flow to the senior holder and b) a respective subordinate holder financial instrument 
through which payments from a respective credit flow to the subordinate holder; 

structuring each senior holder financial instrument and each subordinate holder 
financial instrument to give priority to payments due each respective senior holder prior to 
payments due each respective subordinate holder in the event a respective credit enters the 
default state; 

using payments from at least one subordinate holder financial instrument 
associated with a credit in the non-default state to perform the obligation of a credit in the 
default state to the extent that payments due the senior holder associated with the credit in the 
default state are not available; and 
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providing each subordinate holder at least a portion of the benefit of the 
obligation of the credit in the default state to the extent that payments due each subordinate 
holder were used to perform the obligation of the credit in the default state; 

wherein n is an integer in the range of 1 to 1000. 
12. A method of isolating risk in a financial transaction, comprising: 

allocating to a transaction pool a first sub-pool containing a first credit having an 
obligation to make specified payments and a second credit having an obligation to make 
specified payments, each of the first credit and second credit being in a non-default state when 
a respective obligation is met and being in a default state when a respective obligation is not 
met; 

allocating to the transaction pool a second sub-pool containing a third credit 
having an obligation to make specified payments and a fourth credit having an obligation to 
make specified payments, each of the third credit and fourth credit being in a non-default state 
when a respective obligation is met and being in a default state when a respective obligation is 
not met; 

associating a first senior holder and a first subordinate holder with the first credit 
using a) a respective first senior holder financial instrument through which payments from the 
first credit flow to the first senior holder and b) a respective first subordinate holder financial 
instrument through which payments from the first credit flow to the first subordinate holder; 

associating a second senior holder and a second subordinate holder with the 
second credit using a) a respective second senior holder financial instrument through which 
payments from the second credit flow to the first senior holder and b) a respective second 
subordinate holder financial instrument through which payments from the second credit flow 
to the second subordinate holder; 

associating a third senior holder and a third subordinate holder with the third 
credit using a) a respective third senior holder financial instrument through which payments 
from the third credit flow to the third senior holder and b) a respective third subordinate holder 
financial instrument through which payments from the third credit flow to the third 
subordinate holder; 

associating a fourth senior holder and a fourth subordinate holder with the fourth 
credit using a) a respective fourth senior holder financial instrument through which payments 
from the fourth credit flow to the fourth senior holder and b) a respective fourth subordinate 


19 


holder financial instrument through which payments from the fourth credit flow to the fourth 
subordinate holder; 

structuring the first senior holder financial instrument and the first subordinate 
holder financial instrument to give priority to payments due the first senior holder prior to 
payments due the first subordinate holder in the event the first credit enters the default state; 

structuring the second senior holder financial instrument and the second 
subordinate holder financial instrument to give priority to payments due the second senior 
holder prior to payments due the second subordinate holder in the event the second credit 
enters the default state; 

structuring the third senior holder financial instrument and the third subordinate 
holder financial instrument to give priority to payments due the third senior holder prior to 
payments due the third subordinate holder in the event the third credit enters the default state; 

structuring the fourth senior holder financial instrument and the fourth 
subordinate holder financial instrument to give priority to payments due the fourth senior 
holder prior to payments due the fourth subordinate holder in the event the fourth credit enters 
the default state; 

using payments from the second subordinate holder financial instrument to 
perform the obligation of the first credit for the benefit of the first senior holder to the extent 
that the first credit enters the default state and payments due the first senior holder are not 
available; 

using payments from at least one of the third subordinate holder financial 
instrument and the fourth subordinate holder financial instrument to perform the obligation of 
the first credit for the benefit of the first senior holder to the extent that the payments of the 
second subordinate holder financial instrument used for the benefit of the first senior holder do 
not cover the obligation of the first credit; 

providing each of the third subordinate holder and the fourth subordinate holder 
the benefit of the obligation of the first credit to the first senior holder to the extent that the 
payments of the third subordinate holder financial instrument and the fourth subordinate 
holder financial instrument are used for the benefit of the first senior holder; and 

providing the second subordinate holder the benefit of the obligation of the first 
credit to the first senior holder to the extent that payments of the second subordinate holder 
financial instrument were used to perform the obligation of the first credit and to the extent 
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that a benefit exists after any benefit is provided the third subordinate holder and the fourth 
subordinate holder. 

13. The method of claim 12, wherein all credits allocated to a particular sub-pool 
have a substantially similar risk of entering the default state. 

14. The method of claim 13, wherein all credits allocated to a particular sub-pool are 
selected from one of a traditional municipal credit, a tax-exempt hospital credit, an industrial 
corporate credit, and a high-yield credit. 

15. A method of isolating risk in a financial transaction, comprising: 
structuring a transaction pool with n sub-pools; 

allocating to each of the sub-pools between j and k credits, each credit having an 
obligation to make specified payments and each credit being in a non-default state when a 
respective obligation is met and being in a default state when a respective obligation is not 
met; 

associating a senior holder and a subordinate holder with each of the credits using 
a) a respective senior holder financial instrument through which payments from the credit flow 
to the senior holder and b) a respective subordinate holder financial instrument through winch 
payments from the credit flow to the subordinate holder; 

structuring each senior holder financial instrument and each subordinate holder 
financial instrument to give priority to payments due the respective senior holder prior to 
payments due the respective subordinate holder in the event the associated credit enters the 
default state; 

using payments from each subordinate holder financial instrument associated 
with credits within the same sub-pool as a defaulting credit to perform the obligation of the 
defaulting credit for the benefit of the associated senior holder to the extent that payments due 
the senior holder associated with the defaulting credit are not available; 

using payments from each subordinate holder financial instrument associated 
with credits outside the sub-pool containing the defaulting credit to perform the obligation of 
the defaulting credit for the benefit of the associated senior holder to the extent that the 
payments of each subordinate holder financial instrument associated with credits within the 
same the sub-pool as the defaulting credit which were used for the benefit of the senior holder 
do not cover the obligation of the first credit; 

providing each subordinate holder associated with credits outside the sub-pool 
containing the defaulting credit the benefit of the obligation of the defaulting credit to the 
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associated senior holder to the extent that the payments due each subordinate holder associated 
with credits outside the sub-pool containing the defaulting credit were used to perform the 
obligation of the defaulting credit; and 

providing each subordinate holder associated with credits within the same sub- 
pool as the defaulting credit the benefit of the obligation of the defaulting credit to the 
associated senior holder to the extent that payments due each subordinate holder associated 
with credits within the same sub-pool as the defaulting credit were used to perform the 
obligation of the defaulting credit and to the extent that a benefit exists after any benefit is 
provided each subordinate holder associated with credits outside the sub-pool containing the 
defaulting credit; 

wherein n, j, and k are integers in the range of 1 to 1000. 
16. A method of isolating risk in a financial transaction, comprising: 

structuring a transaction pool with n sub-pools, each of the sub-pools containing 
between j and k mini-pools; 

allocating to each of the mini-pools between j and k credits and allocating to each 
of the sub-pools between j and k credits, each credit having an obligation to make specified 
payments and each credit being in a non-default state when a respective obligation is met and 
being in a default state when a respective obligation is not met; 

associating a senior holder and a subordinate holder with each credit using a 
respective senior holder financial instrument through which payments from the credit flow to 
the senior holder and a respective subordinate holder financial instrument through which 
payments from the credit flow to the subordinate holder; 

structuring each senior holder financial instrument and each subordinate holder 
financial instrument to give priority to payments due the respective senior holder prior to 
payments due the respective subordinate holder in the event the associated credit enters the 
default state; 

using payments from each subordinate holder financial instrument associated 
with credits within the same mini-pool as the defaulting credit to perform the obligation of the 
senior holder financial instrument associated with the defaulting credit for the benefit of the 
senior holder to the extent that payments due the senior holder associated with the defaulting 
credit are not available; 

using payments from each subordinate holder financial instrument associated 
with credits outside the mini-pool with the defaulting credit but within the same sub-pool as 
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the defaulting credit to perform the obligation of the senior holder financial instrument 
associated with the defaulting credit for the benefit of the senior holder to the extent that the 
payments of each subordinate holder financial instrument associated with credits within the 
same mini-pool as the defaulting credit which were used for the benefit of the senior holder do 
not cover the obligation of the defaulting credit; 

using payments from each subordinate holder financial instrument associated 
with credits outside the sub-pool containing the defaulting credit to perform the obligation of 
the senior holder financial instrument associated with the defaulting credit for the benefit of 
the senior holder to the extent that the payments of each subordinate holder financial 
instrument associated with credits within the same sub-pool as the defaulting credit which 
were used for the benefit of the senior holder do not cover the obligation of the defaulting 
credit; 

providing each subordinate holder associated with credits outside the sub-pool 
containing the defaulting credit the benefit of the obligation of the defaulting credit to the 
associated senior holder to the extent that the payments due each subordinate holder associated 
with credits outside the sub-pool containing the defaulting credit were used to perform the 
obligation of the defaulting credit; 

providing each subordinate holder associated with credits within the same sub- 
pool as the defaulting credit the benefit of the obligation of the defaulting credit to the 
associated senior holder to the extent that payments due each subordinate holder associated 
with credits within the same sub-pool as the defaulting credit were used to perform the 
obligation of the defaulting credit and to the extent that a benefit exists after any benefit is 
provided each subordinate holder associated with credits outside the sub-pool containing the 

defaulting credit; and 

providing each subordinate holder associated with credits within the same mini- 
pool as the defaulting credit the benefit of the obligation of the defaulting credit to the 
associated senior holder to the extent that payments due each subordinate holder associated 
with credits within the same mini-pool as the defaulting credit were used to perform the 
obligation of the defaulting credit and to the extent that a benefit exists after a) any benefit is 
provided each subordinate holder associated with credits outside the sub-pool containing the 
defaulting credit and b) after any benefit is provided each subordinate holder associated with 
credits outside the mini-pool containing the defaulting credit and within the sub-pool 
containing the defaulting credit; 
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wherein n, j, and k are integers in the range of 1 to 1000. 

17. The method of claim 16, wherein all credits allocated to a particular sub-pool 
have a substantially similar risk of entering the default state. 

18. The method of claim 17, wherein all credits allocated to a particular sub-pool are 
selected from one of a traditional municipal credit, a tax-exempt hospital credit, an industrial 
corporate credit, and a high-yield credit. 

19. The method of claim 18, wherein all credits allocated to a particular mini-pool 
within a particular sub-pool are selected from a sub-category associated with the credits 
allocated to the particular sub-pool. 


24 


